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Abstract

Farm numbers continued to decline throughout the 1980’s as they have since
1935. The U.S. farm sector will enter the 1990’s in a much improved financial
position after the financial difficulties of the early and mid-1980’s. Small farms
dominate in farm numbers, but a relatively few large commercial farms produce
most U.S. food and fiber. Almost all U.S. farms are family-owned businesses. To-
day’s farmers who hope to continue into the 21st century must master the techni-
cal aspects of farm production and marketing and also understand the implica-
tions for their farm businesses of changes in Federal monetary and fiscal policy,
international exchange rates, environmental policy, tax policy, and emerging
technologies.

Keywords: Family farms, structure, commodity programs, conservation policy,
taxes, credit, technology, trade.

Preface

This publication is based on the 12th annual report to the Congress on the status
of family farms. These reports have been submitted to Congress in accordance
with the Food and Agriculturc Act of 1977 (section 102), the Agriculture and
Food Act of 1981 (section 1608), and the Food Security Act of 1985 (section
1441). The principal authors of this report are Nora Brooks, Thomas A. Carlin,
Douglas Duncan, Ron L. Durst, Richard M. Kennedy, John Kitchen, John
McClelland, Ralph Monaco, C. Tim Osborn, and Donn Reimund. Judith Z.
Kalbacher prepared the appendix tables.
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Summary

The U.S. farm sector enters the 1990’s in a much im-
proved financial position after the difficulties of the
early and mid-1980°’s. Today’s farmers who hope to
continue farming into the 21st century, however, must
master the technical aspects of farm production and
marketing and also understand the implications for
their farm businesses of changes in Federal conservation
policy, tax policy, credit policy, technology, macro-
economic policy, and agricultural trade policy.

Structure of the U.S. farm sector: The farm recession
of the 1980’s did not substantially alter the four-decade
trend toward fewer, larger, more capital-intensive farms.
Small farms dominate numerically, but a few large com-
mercial farms produce most U.S. food and fiber. Al-
most all U.S. farms are family-owned businesses. The
proportion of farms that are financially vulnerable to-
day is half what it was in 1985. Farmland prices have
stabilized and are rising in many parts of the United
States. Favorable farm financial forecasts for 1990 point
to a financially stronger farm sector going into the
1990’s.

Commodity programs: Since 1982, the Federal Govern-
ment has transferred almost $14 billion per year from
taxpayers to farmers who grow wheat, rice, feed grains,
and cotton. Direct Government payments and net non-
recourse commodity loans represented 5 percent of total
U.S. gross cash farm income in 1988, but only about 36
percent of U.S. farmers actually participated in these
programs. Participation is highest in the Northern
Plains, Corn Belt, and Lake States and among cash
grain and cotton producers. The average direct payment
per recipient in 1988 ranged from $1,400 for farms with
less than $10,000 in annual sales to $56,700 for those
with sales of $500,000 or more.

The Food Security Act of 1985 has lowered Federal
price support levels and provided export enhancements.
These programs have helped the United States recapture
some of its previous share of world markets and are
reducing future Federal Government budget outlays.

Conservation provisions: The Food Security Act of 1985

explicitly ties agriculture policy to conservation goals
and programs. The conservation reserve program
(CRP) encourages farmers to remove highly erodible
land from production and to plant it in permanent
ground cover. By February 1989, farmers had enrolled
about 30 million acres in the CRP out of a potential
total of 70 million acres of eligible cropland.

The law also withholds price and income support pay-

ments and other benefits from farmers who fail to pro-
vide a soil conservation plan for their highly erodible
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cropland or who convert wetlands to cropland. Taken
together, these provisions will reduce both potential
commodity surpluses and soil erosion problems that
could endanger the productivity of the Nation’s farm-
land and environmental quality.

Tax policy: Federal income tax provisions encouraged
investment in agriculture as a means of sheltering in-
come for many years. The Tax Reform Act of 1986 re-
duced the importance of Federal income taxes in invest-
ment and production decisions. Thus, future investment
decisions will probably be based more on economic re-
turns and less on tax benefits. For some farm commod-
ities, this change should mean reduced investment,
lower production, increased ‘product prices, and higher
total revenue for producers.

Credit policy: Debt-financed farm expansion during the
1970’s and early 1980’s contributed to the financial
stress that many farms faced in the mid-1980’s. Since
then, farmers used portions of their Government pay-
ments to reduce their debt that peaked at $207 billion in
1983. Farm lenders have also written off bad loans as
adjustments to the farm recession conditions of the
mid-1980’s.

Today’s farmers are more cautious about assuming
more debt and farm lenders are using more conservative
lending policies compared with the late 1970’s. Near-
term prospects for agricultural credit availability have
improved especially for low-risk borrowers. Lenders can
satisfy a significant expansion in credit demand by cred-
itworthy farmers. However, with improved efficiency in
agricultural credit markets and their fuller integration
with national financial markets, farmers will have to
compete more with nonfarm borrowers to obtain funds
for expansion and operating needs.

Technology developments: New technology resulting
from plant and animal research, in concert with eco-
nomic forces, has changed farm structure. Bovine
growth hormone (bGH) and porcine growth hormone
(pGH) are biotechnology’s research products closest to
leaving the laboratory and arriving at the farm. They
offer the potential for significantly increased dairy and
pork production. More efficient producers will probably
benefit most from using these growth hormones, en-
couraging the trend in U.S. agriculture toward fewer,
larger, more capital-intensive farms.

Macroeconomic policy: Domestic and foreign macro-
economic policies increasingly and inescapably affect
the profitability of family farms and their likelihood for
survival. Throughout the 1980’s, the Federal Govern-
ment ran large budget deficits and the Federal Reserve



maintained a rather tight monetary policy designed to
keep inflation in check. This macroeconomic policy re-
sulted in historically high real interest rates and
exchange values of the dollar in world markets that in
turn encouraged more imports and reduced exports,
lowered commodity prices, and raised interest costs.
These developments contributed to the mid-1980°s farm
recession.

Federal moves to reduce the budget deficit and stabilize
the economy, in concert with the willingness of major
developed nations to bring down the high exchange
value of the dollar in international markets, have helped
improve the macroeconomic climate in the United

States and restore the U.S. farm economy.

Agricultural trade policy: Agricultural protectionism, in
which governments intervene in international commod-
ity markets to promote domestic policy goals, has in-

creased around the world. If continued both here and
abroad, it carries the risk of escalating conflict and un-
certainty in world markets. For the United States, de-
pending heavily on exports, the resulting instability and
loss of markets create boom-or-bust cycles in which the
economic well-being of less competitive farmers hinges
upon the willingness of taxpayers to support domestic
farm programs.

The current multilateral trade negotiations recognize for
the first time that the relationship between domestic
farm policy and agricultural trade policies is
legitimately subject to negotiation. The negotiations
provide an opportunity to make both domestic and in-
ternational policies more responsive to world market
conditions. If negotiations succeed in reducing trade
distortions, U.S. farmers will face a more competitive
trading environment, where income will depend more
on market factors than on Government payments.



An Overview

Thomas A. Carlin*

Farm numbers continued to decline throughout the
1980’s as they have, almost unabated, since 1935. The
1987 Census of Agriculture counted just over 2 million
farms, 7 percent fewer than in 1982. While fewer in
number, small farms increased as a proportion of total
farms. Midsized farms decreased in both absolute and
relative terms. The number of large farms continued to
increase. This trend shows little prospect of reversing in
the near future.

Virtually all farms in the United States are family-
owned businesses. Fewer than 3 percent of all farms are
organized as corporations, most of which are family
held. Only 0.3 percent are corporations owned and op-
erated by a unit other than a family. Single families
own and operate 87 percent of all farms. Multifamily
partnerships operate the remaining farms. Because al-
most all farms are owned and operated by one or more
families, we did not define family farm for this report.
Rather, the report deals with issues and institutions that
are important to the farm sector and how they may af-
fect the structure of U.S. farming. By structure, we
mean how farms of different sizes and types organize
natural, financial, and human resources to produce
food and fiber and the distribution of income and
wealth that results from that activity, Although this def-
inition implies that farm structure is a multidimensional
concept, there is no well recognized multidimensional
definition of farm structure. In this report, we adopt
the convention of describing farms classified by the
value of farm products sold annually by the business.
This approach has limitations, but it allows us to dis-
cuss the diversity of the farm sector and the effects of
public policy on the sector.

We also distinguish among farms as either commercial
or noncommercial. Noncommercial farms are those
with annual gross farm sales of less than $40,000.
These farms individually produce relatively small
amounts of farm products and provide insufficient farm
income to support a family at today’s living standards.

* The author is an agricultural economist in the Agriculture and
Rural Economy Division, Economic Research Service, U.S. Depart-
ment of Agriculture. This section is based on materials presented in
the remainder of this report.

Snapshot of the Farm Sector

Most U.S. farms are small, noncommercial, and usually
family owned and operated. Small, noncommercial
farms produce a minor share of total U.S. food and
fiber. They are typically located near more densely set-
tled urban areas where nonfarm employment opportuni-
ties abound. They do not significantly affect the local
economy’s income and employment but provide an im-
portant noneconomic presence to the local area. The
primary occupation of most of the operators of these
farms is not farming. They typically hold a full-time
nonfarm job and work part-time on the farm or are
semiretired.

Small, noncommercial farm businesses often operate at
a loss; that is, farm expenditures exceed receipts from
commodity sales, Government payments, and farm-
related income. Family well-being for these small farms
depends primarily on off-farm income, and their aver-
age total income in most years is commensurate with
that of all U.S. families. Earnings from a nonfarm job
or retirement income are the primary source of off-farm
income for these families. Small farms are also found in
areas such as the interior uplands of Kentucky and Ten-
nessee that are relatively less conducive to large-scale
crop production. Thus, these farms are disproportion-
ately livestock farms.

Most of our food and fiber is produced by very large
commercial farms. Today’s farming is a highly capital
intensive industry. Owners of large farms typically con-
trol several million dollars of assets, primarily land and
machinery. Many of the largest farms produce fruits,
vegetables, and horticultural specialty crops, crops not
covered by Federal price and income support programs.
Most large farms are operated as sole proprietorships,
but they are more likely to be organized as partnerships
or corporations than are smaller noncommercial farms.
However, most of these farm corporations are family
held.

Farming is the dominant occupation for operators of
large farms. Large farm operators’ families depend pri-
marily on farming for income, and their total average



family income in most years is above that of all U.S.
families. Families operating large farms do report off-
farm income, but it is typically in the form of interest,
rent, or dividends rather than earnings from a nonfarm
job. Most large farms are located away from major ur-
ban employment centers, in areas conducive to large-
scale crop farming. Exceptions to this pattern are in
areas such as the Central Valley of California, where
large farms lie close to or within major metro areas.

The number of midsized commercial farms, those in
between the extremes, continues to shrink. Most of
these farms produce food and feed grains that are in-
cluded in Federal commodity programs. Thus, midsized
farms receive over half of all direct Government pay-
ments. Farm operators are usually employed full-time
on the farm, but often someone else in the household
works off-farm. One-quarter to one-third of the family
income on these farms comes from off-farm sources.
The average household income of this group is compa-
rable 10 that of all U.S. households in most years.

The farm sector seems to be overcoming the financial
difficulties of the mid-1980’s. The proportion of farms
that are financially vulnerable today is half that of
1985. Farmland prices have stabilized and are beginning
to rise. Reduced farm operating costs contributed to
farm income recovery. Favorable farm financial fore-
casts for 1989 indicate that the farm sector will enter
the 1990’s in a much improved financial position.

New Forces Affecting the Farm Economy

The factors that influence the economic health of the
U.S. farm sector have greatly expanded over the last
decade. Gone, perhaps forever, is that special situation
following World War II, when the United States oper-
ated essentially in a closed economy and when our
farming and manufacturing sectors set the standards for
the world. A new generation of American farmers is
learning the secrets of surviving in a dynamic and com-
petitive world economy. Today’s farmers must under-
stand the technical aspects of crop and livestock pro-
duction and Federal farm programs. They must also
master the implications for their farm businesses of
changing Federal monetary and fiscal policy, interna-
tional exchange rates, environmental policy, tax policy,
and emerging technologies. Today’s successful farmers
must indeed be keen business managers.

Federal Government’s Role in Agriculture
For over half a century, the Federal Government has

managed the supply of major agricultural commodities.
Debate over these programs has historically focused on

the extent to which they should be market-oriented.
Philosophies about the degree of market orientation
clash in the process of establishing price support levels
and other program rules. The issue of the Govern-
ment’s role in domestic agricultural markets has been
confounded during the 1970’s and 1980°s by the major
role that commercial exports play in U.S. commodity
markets. When world economic conditions and rela-
tively high world commodity prices favored the U.S.
farming sector in the mid-1970’s, the Federal Govern-
ment raised domestic price support levels to mirror
world prices with little cost. However, when the terms
of trade for U.S. agriculture changed radically in the
early 1980’s, and the United States lost its world market
share, high price support levels translated into substan-
tial Federal budget exposure. Large Federal outlays for
commodity programs could not be sustained, especially
in the light of general Federal budget problems. The
Food Security Act of 1985 represented a major change
in direction; Federal price supports were systematically
lowered and export assistance was added in hopes of
regaining world market share and reducing future Gov-
ernment budget exposure.

Commodity Programs

During the 1980’s, the Federal Government transferred
between $2 billion (calendar year 1980) and $20 billion
(calendar year 1986) annually from taxpayers to farmers
who grow wheat, rice, feed grains, and cotton. Since
1982, transfers have averaged almost $14 billion per
year. This sum includes both direct payments to farmers
and net Commodity Credit Corporation loans and rep-
resents 1-13 percent of total U.S. gross cash farm in-
come. Only about one in three U.S. farmers actually
participated in the commodity programs in 1988. Many
U.S. farmers do not grow covered commodities and not
all of those who grow such crops choose to participate
in the Federal programs.

A characteristic of Federal farm commodity programs
since the 1930’s is that the amount of support is di-
rectly related to the quantity of a commodity that a
farmer produces. Thus, the average payment per recipi-
ent increases as farm size increases, ranging in 1988
from $1,400 for the smallest size group (less than
$10,000 in annual sales) to $56,700 for the largest group
($500,000 or more in annual sales). However, almost 50
percent of Government payments in 1988 went to pro-
ducers having annual gross sales of $40,000-$250,000.
Half of all recipients were in this size group and almost
two-thirds of all producers in this size category partici-
pated. Participation is highest among cash grain and
cotton producers and producers residing in the North-
ern Plains, Corn Belt, and Lake States. Government
payments helped participating farm families stabilize
their financial situation during the 1980°s period of fi-
nancial stress and debt restructuring.



Soil Conservation

High market prices or “artificially” high Federal com-
modity supports encourage producers to expand pro-
duction on marginal cropland. Such practices increase
soil erosion, at some risk to the environment and the
future productivity of the Nation’s farmland. Legisla-
tors responded to soil erosion problems by including in
the Food Security Act of 1985 several provisions de-
signed to reduce agricultural soil erosion and protect
wetlands.

Participation in commodity programs is contingent, in
part, upon adopting sound conservation practices. Pro-
ducers on highly erodible cropland needed to obtain an
approved soil conservation plan for this land by Janu-
ary 1990 if they wished to continue participating in
commodity programs. Farmers who convert wetlands to
crop production after 1985 are denied farm program
benefits. The “swampbuster” provision may effectively
prevent about 6 million of the 17 million acres of wet-
lands otherwise suitable for conversion to cropland
from being drained for crop production. However, the
effectiveness of these provisions depends upon the con-
tinued attractiveness of Federal price and income sup-
port programs.

The 1985 law also established a conservation reserve
program (CRP) through which farmers could voluntar-
ily retire highly erodible cropland for 10 years in ex-
change for a rental payment from the Government. The
Government also provides half the cost of establishing
required long-term cover such as grass and trees. This
program, by diverting production resources to conserv-
ing uses, will reduce outlays for commodity programs.
By February 1989, farm owners had enrolled about 30
million of the potential 70 million acres of eligible crop-
land in the program. Most of the enrolled acres are in
the Northern and Southern Plains and in the Mountain
States. If half the eligible land is ultimately enrolled,
annual Federal rental expenditures may reach $2.5 bil-
lion from 1990 through 1995. After 1995, total expendi-
tures will decline as land initially enrolled begins to
leave the program.

Tax Policies

Federal tax policies influence the structure of agricul-
ture by affecting the relative prices of inputs and the
level of taxation on farm income. Preferential tax treat-
ment for farmers that others do not receive constitutes
indirect subsidies for the farm sector. The major dis-
tinction between tax subsidies and other forms of direct
payments to farmers is that tax subsidies are “off
budget.” Tax forgiveness does not appear on either the
revenue or expenditure side of Federal budgets. Thus,
Congress does not annually scrutinize tax subsidies.

Preferential tax policies encouraged both farmers and
nonfarm investors to take advantage of special income
tax rules applicable to farm investments. Thus, the
farm sector attracted capital for tax shelter purposes
rather than true economic reasons. Nonfarm investors
used farm losses (for tax purposes) to reduce their tax
liability on nonfarm income. For example, nearly 20
percent of the net investment in agricultural equipment
over a 30-year period beginning in 1956 has been attrib-
uted to favorable tax policies for investment in deprecia-
ble capital. Before 1986, these and other tax provisions
encouraged farm incorporation, the conversion of wet-
land and other land into cropland, and the expansion
of agricultural production. These policies, in turn, put
downward pressure on commodity prices. These expan-
sionary tax policies came at the same time that Federal
commodity programs were paying farmers to remove
land from production to raise commodity prices.

The Tax Reform Act of 1986 shifted the Federal income
tax system so that future decisions to invest in agricul-
ture will be based more on economic returns and less
on tax benefits. For some farm commodities, this
change should mean reduced investment, lower produc-
tion, increased product prices, and higher total revenue
for producers.

Credit Programs

Credit has played an important role in farm structural
change. Total U.S. farm debt has grown steadily since
World War II as farmers made use of readily available,
low-cost credit to acquire land, machinery, and produc-
tion inputs such as fertilizer and farm chemicals. Farm-
ers’ use of financial leverage (using relatively small eq-
uity to gain control over production assets) is directly
related to farm size as larger farms report higher debt/
asset ratios than small farms. Younger operators usually
use credit extensively to acquire production assets.

Buoyed by optimistic assessment of future farm
incomes, rapidly rising land values, and negative real
interest rates, farmers expanded their debt levels three-
fold during the 1970’s. Major agricultural lenders
helped this expansion partly by stressing collateral
rather than repayment ability when evaluating loan ap-
plications. All lender groups increased their loan vol-
ume to farmers during 1975-83, but growth rates for
Farmers Home Administration (FmHA) and the Farm
Credit System (FCS) exceeded those for other lenders.

Debt levels have declined substantially since the $207
billion high point in 1983 as farmers reduced their bor-
rowing and paid off loans, or lenders wrote off loans
during the farm recession of the mid-1980’s. The farm
financial reversal in the 1980’s also hurt agricultural
lenders. Over half of the $53 billion decline in farm



debt during 1983-88 took place in the Farm Credit Sys-
tem portfolio, threatening the solvency of the system.
The Agricultural Credit Act of 1987 required a series of
reorganization steps to streamline the FCS and reduce
operating costs. The act also included the machinery to
create a secondary market, through the Federal Agricul-
tural Mortgage Corporation (“Farmer Mac”), for quali-
fying agricultural real estate and rural housing loans.

Near-term prospects for farm credit availability look
good, especially for low-risk borrowers. Lenders now
can satisfy a significant expansion in credit demand by
farmers. Agricultural bank loan/deposit ratios are low,
reflecting the capacity for increased lending to credit-
worthy customers. FCS’ lending position is somewhat
improved, and other lenders will probably remain active
in the farm lending market. Most lenders are assuring
the quality of loan portfolios, in part, by giving greater
weight to applicants’ ability to repay.

The emergence of large commercial farms (still largely
family owned) that are as efficiently managed as any
large nonfarm business and the movement toward stan-
dardization of financial statements suggest the loss of
the uniqueness of agriculture in its role as credit user.
Restructuring farm credit institutions to achieve
improved efficiency in the agricultural credit market
means that farm lenders will compete nationally for
funds. Thus, farmers will have to compete more with
nonfarm business borrowers to obtain funds for expan-
sion and operating needs.

Research Policy

Public agricultural research policy and funding also af-
fect farm structure. Plant and animal research over the
years has focused on developing new technologies to
improve food production and quality. New technology
adopted by farmers has combined with economic forces
to change farm structure. Technology, specifically bio-
technology, may potentially alter the structure of U.S.
agriculture. Animal growth hormones are the closest to
leaving the laboratory and heading for the farm. Bovine
growth hormone could increase milk production up to
12 percent per cow. Porcine growth hormone could in-
crease hog feed efficiency and growth rates by a similar
amount. With growth hormone technology, more effi-
cient producers will likely benefit more than less effi-
cient producers. While growth hormone technology is
itself size neutral, it will probably add to the other eco-
nomic and policy forces shaping the increasing concen-
tration in the dairy and hog sectors, thus further alter-
ing the structure of American agriculture.

Macroeconomic Environment

Domestic and foreign macroeconomic policies,
economic environments largely beyond farmers’ control,

increasingly affect the profitability and health of farms.
Throughout the 1980’s, the Federal Government has
spent more than the revenue it has received, borrowing
the difference from private sources through financial
markets. The Federal Reserve has maintained a rather
tight monetary policy, designed to keep inflation in
check. This particular macroeconomic policy mix raises
real interest rates and the exchange value of the dollar
in world markets, thereby increasing imports and reduc-
ing exports and commodity prices, and increasing inter-
est costs. These developments contributed to the farm
recession of the mid-1980’s. Agricultural products, only
2 percent of the U.S. gross national product, accounted
for 17 percent of the value of U.S. merchandise exports
in this decade. Farming is more adversely affected by
such policies than are other segments of the U. S.
economy.

In late 1985, Governments of major developed nations
signalled a willingness to help bring down the high
value of the dollar by altering their domestic monetary
and fiscal policies. At the same time, the passage of the
Balanced Budget and Emergency Deficit Control Act of
1985 (also known as the Gramm-Rudman-Hollings act)
showed the readiness of U.S. policymakers to attempt to
bring down the Federal deficit. These policy initiatives
have met with some success. The value of the dollar has
fallen since 1985, and the Federal budget deficit has
been reduced. But, since mid-1988, improvements in the
Federal budget and trade deficits seem to have slowed.
This situation suggests that macroeconomic policies
over the next several years will continue to focus on the
orderly unwinding of both problems. Prudent fiscal and
monetary policy management over the next few years
should provide a stable macroeconomic environment
that would benefit agriculture and the rural economy. A
substantial oil price increase or some other unforesee-
able event, however, may damage such stability.

Trade Policy

The rapid drop in agricultural exports in the early
1980’s brought trade policy to center stage as a farm
policy issue. Exports buoyed the farm economy during
the 1970’s. But during the early 1980°s, U.S. farmers
experienced the downside effects of shrinking export
markets. When U.S. real interest rates rose to record
high levels leading to a strengthening of the U.S. dollar
in world markets, the volume of U.S. farm exports
dropped substantially. The United States lost world
market share, and farm policymakers became increas-
ingly concerned about international trade policy. The
border policies of industrial countries have served pri-
marily to support the objectives of their domestic farm
policies. No specific structural objectives are associated
with U.S. agricultural trade policy other than to assure
a competitive economic environment that promotes the



survival of well-managed, independent, owner-operated
farms and ranches.

Agricultural protectionism, in which governments inter-
vene in the market to promote domestic goals, has in-
creased around the world. World commodity markets
are increasingly distorted as more and more countries
adopt import restrictions and export subsidies to facili-
tate their own domestic farm policies. These protection-
ist policies carry the risk of escalating conflict and un-
certainty in world markets as participants attempt to
transfer the costs of maintaining or adjusting domestic
policies to others. For the United States, whose agricul-
ture depends heavily on exports, the resulting instability
lends itself to boom-or-bust cycles in which the eco-
nomic well-being of less competitive farmers depends
greatly on the willingness of taxpayers to support do-
mestic farm programs.

International negotiations on import quotas and other
border measures that countries use to control trade are
not sufficient to disentangle inefficient world commodity
markets that result from government intervention. Such
negotiations must also consider domestic farm policies if
they are to be effective. The current multilateral trade ne-
gotiations recognize for the first time that the relationship
between domestic agricultural policies and agricultural
trade policies is a legitimate subject for negotiation. Most
U.S. policies and programs that provide support for do-
mestic producers could change if negotiations succeed.
U.S. farmers would face a more competitive trading envi-
ronment if income increasingly depends on market forces
rather than on Government programs. But, in a world
where agricultural markets are less distorted by protection-
ist policies, U.S. farmers could also have more opportuni-
ties to compete.

Rural Economies

Public policies that influence the U.S. farm sector also
indirectly affect the economy of U.S. counties where
farming most dominates the local economy. Farming
generates at least 20 percent of total earnings in 514 of

the more than 3,000 counties in the contiguous United
States. Located predominantly in the Plains and western
Corn Belt, their economies were affected the most by
the 1980’s farm financial recession. These counties are
vulnerable because they produce commodities, such as
wheat and corn, most susceptible to fluctuations in in-
ternational trade and because they lack the industrial
diversity that can stabilize economies after adverse fluc-
tuations in a primary industry. Such farming-dependent
counties are typically sparsely populated and have expe-
rienced low population growth or even actual popula-
tion decline. Population peaked at the turn of this cen-
tury and has been declining since in some of these
counties. Despite population decline, per capita income
levels in farming-dependent counties have been high
compared with many counties less dependent on farm-
ing. Because 'of the specialization of farming-dependent
counties in Federal program commodities, their farmers
rely more on Government support than farmers in other
areas. Further farm consolidation into the 1990’s will
make population retention difficult in many of these
counties unless nonfarm jobs can be expanded to help
offset job losses from farming. Some farming-
dependent communities will have difficulty maintaining
the public and private services necessary to retain a
community identity. This portends further community
consolidation, particularly in the vast Plains region.

Elsewhere, in most rural communities, farming is no
longer the cornerstone of the local economy. Farming is
still present, but its economic influence has been
eclipsed by manufacturing or another economic activity.
While one might argue that some farm input and proc-
essing industries in local communities depend on the
well-being of the farm sector, this argument is tempered
by the fact that much farm input and processing em-
ployment is based in metro areas. Thus, those who ar-
gue that keeping the farm sector strong will preserve
rural America must realize that this argument applies to
only a few rural places, and a very small part of the
rural population. Farm policy is not synonymous with
rural policy.






The Structure and Status of the Farm Sector

Donn Reimund and Nora Brooks*

The farm sector, entering the 1990’s, leaves a tumultu-
ous decade. The main features of the 1980’s were the
farm recession and the farm financial restructuring that
followed. Although the financial condition of many
farmers was precarious throughout much of the 1980°s,
the sector appears to be recovering. Despite the farm
recession, farm structural characteristics and trends con-
tinued on the same basic course that has been underway
for the past three or more decades toward fewer, larger,
and more capital-intensive farms.

The Structure of the Farm Sector

The diversity among farms is significant (for all the di-
mensions that define the structure of the agricultural
sector), including size, sources of income, ownership,
major commodities produced, and location. To better
understand this diversity, we divided all farms into six
size classes according to value of annual farm product
sales. The first two sales classes are called noncommer-
cial farms, because they produce relatively small
amounts of farm products and provide insufficient farm
income to support a family at today’s living standards.
The remaining classes which have sufficient sales to be
considered healthy, income-producing businesses are
commercial farms. The classes are as follows:

Noncommercial—

(1) Farms with less than $10,000 of annual farm

product sales.

(2) Farms with $10,000-$39,999 sales.
Small commercial—

(3) Farms with $40,000-$99,999 sales.
Medium commercial—

(4) Farms with $100,000-$249,999 sales.
Large commercial—

(5) Farms with $250,000-$499,999 sales.

(6) Farms with more than $500,000 sales.

* The authors are agricultural economists in the Agriculture and
Rural Economy Division, Economic Research Service, U.S. Depart-
ment of Agriculture.

In 1987, noncommercial farms accounted for over 70
percent of all U.S. farms, but only 9 percent of the
value of farm product sales (table 1). In fact, over half
of all farms had less than $10,000 in sales and less than
3 percent of the value of products sold. In contrast,
large commercial farms, with over $250,000 in sales,
accounted for less than 5 percent of all farms but 55
percent of the value of sales. Of these, the largest size
class accounted for 38 percent of the sales and only 1
percent of farms (fig. 1).

Net cash farm income per farm was highest in the larg-
est sales class, averaging almost $800,000, and fell rap-
idly as sales declined. The smallest size class had a loss
of almost $1,000 per farm. Off-farm income per farm
also had the highest average for the largest farms; how-
ever, off-farm income was a larger share of total cash
income for smaller farms. For farms with less than
$10,000 in sales, off-farm income was 104 percent of
total income, because of negative net cash farm
income. Much of the off-farm income of farms with
less than $100,000 in sales comes from wage and salary
employment. Farms with more than $100,000 in sales
are more likely to derive their off-farm income from
investments and other nonemployment sources. This
description is particularly evident from the distribution
of farms by days of off-farm work. Most of the small-
est noncommercial farm operators reported more than
200 days of off-farm work. For the commercial classes,
65-80 percent reported no off-farm work. The average
income of all U.S. households in 1987 was about
$32,000. The average total cash income of all commer-
cial farm households exceeded the U.S. average in 1987,

The actual number of incorporated farms increased by
178 percent during 1969-82 with most of the increase
occurring during 1969-78. (Data for 1987 were not
available at the time this report was prepared.) How-
ever, farming continues to be a predominantly family-
owned business, regardless of the size of the operation.
Almost all farms are family owned (table 1). The over-
whelming majority are sole proprietorships. A signifi-
cant percentage of the larger commercial farms are
partnerships or family-held corporations. In even the



Table 1—Profiles of farms by sales class, 1987

Sales class
Characteristic Less than  $10,000- $40,000- $100,000- $250,000- $500,000 Al
$10,000 $39,999 $99,999 $249,999 $499,999 or more farms
Thousand
Number and size: '
Number of farms 1,139 450 286 201 71 29 2,176
Percent
Share of all farms 52.4 20.7 13.2 9.2 3.2 1.3 100
Share of total product sales 2.8 6.6 131 22.0 17.9 37.5 100
Acres
Acres per farm 12.3 394 828 1,278 2,3042 2 461
Dollars
Income per farm:
Net cash farm income —-964 6,951 27,328 67,244 154,313 792,964 26,222
Off-farm income 24,040 22,951 14,621 14,383 16,090 29,363 21,493
Total cash income 23,076 29,902 41,949 81,627 170,403 822,326 47,714
Percentage of farms in sales class
Farms by SIC group: 3
Livestock 62.0 44.0 46.0 51.0 52.0 55.0 54.0
Program crops 22.0 44.0 44.0 39.0 33.0 18.0 32.0
Other crops 16.0 12.0 10.0 10.0 15.0 26.0 14.0
Organization: 3
Sole proprietorship 92.8 87.3 84.7 76.7 60.5 40.1 87.3
Partnership 6.5 11.2 12.5 16.6 21.7 22,5 10.0
Corporation, family held 6 1.3 25 6.2 16.2 31.0 2.4
Corporation, other than family held A .2 .3 5 1.5 6.1 .3
Tenure of operator: 3
Full owner 77.0 53.0 36.0 30.0 30.0 36.0 59.0
Part owner 15.0 31.0 48.0 58.0 60.0 53.0 29.0
Tenant 8.0 16.0 17.0 12.0 10.0 11.0 12.0
Percentage of farm operators reporting
Off-farm employment: 3
None 26 43 65 74 78 80 42
1-99 days 8 13 16 14 11 8 11
100-199 days 11 11 6 4 3 3 9
200 days or more 55 33 13 8 8 9 38
Percentage of commodity sales
Commodities: 8
Livestock 3 7 15 23 14 38 100
Program crops 2 12 22 32 18 14 100
Other crops 1 6 9 15 14 54 100
Percentage of farms in region
Regional distribution: ®
Northeast 50 18 17 11 3 1 100
North Central 34 27 22 13 3 1 100
South 63 20 8 6 2 1 100
West 52 20 12 9 4 3 100

' From Economic indicators of the Farm Sector: National Financial Summary, 1987, ECIFS 7-1, U.S. Dept. Agr., Econ. Res. Serv., Oct. 1988.
2 Data are for farms with sales of $250,000 or more.

8 From 1982 Census of Agriculture.

largest commercial farm class of over $500,000 in

gross sales, only 6 percent of the farms are nonfamily

corporations.

Nearly three-fourths of all livestock sales come from
farms with sales of more than $100,000 per year. Yet
livestock is the predominant farm type for all sales

classes, except the larger noncommercial farms which

have equal proportions in livestock and program crops.
By sales class, the highest proportion of livestock farms
is in the less than $10,000 class (62 percent) and the
lowest (45 percent) is in the other noncommercial class.
These farms typically have only a few cattle. More than
half the farms in the three largest classes are livestock
farms. These tend to be feedlots and large poultry and

hog operations.



Figure 1
Distribution of farms and sales by sales class, 1987
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Sales of crops included in Federal price and income
support programs are more concentrated among the
small and medium commercial classes (54 percent) and
the $250,000-$499,999 class (18 percent). Farms special-
izing in program crops account for 33-44 percent of
farms in all but the smallest and largest sales classes.
Sales of nonprogram crops are heavily concentrated on
the largest farms (54 percent) that tend to be large fruit
and vegetable operations. The largest concentrations of
farms producing nonprogram crops by sales class fall in
the largest and smallest classes, with the small farms
primarily producing hay.

The South has the highest proportion of farms with
sales less than $10,000 (fig. 2). For the small and me-
dium commercial farms, the largest concentrations are
in the North Central region. The largest concentrations
of the large commercial farms are in the West.

Farm Structural Changes in the 1980’s

The latest Census data (1987 Census of Agriculture Ad-
vance Reports!) show that the long-term structural
trends of declining farm numbers and land in farms
and increasing farm size continued through the 1980’s

! Data from the 1987 Census of Agriculture Advance Reports are
summarized in the appendix.

(table 2). At 2.1 million, the 1987 farm count was down
6.8 percent from 1982. The 1987 Census reported the
total land in farms at 964.5 million acres, a 2-percent
drop since 1982. The average farm size increased from
440 acres in 1982 to 462 acres in 1987.

All regions of the country, except the Mountain States,
had fewer farms in 1987 than in 1982. The largest re-
gional declines were in the South Atlantic region (12.5-
percent decline), the East South Central region (11.8-
percent decline), and the East North Central region
(9.6-percent decline). Together, these three regions lost
106,237 farms between 1982 and 1987, nearly 70 per-
cent of the total U.S. farm loss.

The 1982-87 decline in the number of farms was
heavily concentrated in the small commercial size range
(annual product sales of $25,000 to $99,999 as reported
in the 1987 Census of Agriculture).2 The number of

2 In the 1987 Census of Agriculture, some farm sales boundaries
were changed from those reported in time series data developed by
USDA’s Economic Research Service (ERS) and National Agricultural
Statistics Service (NASS). The $10,000-$19,999 sales class was
changed to $10,000-$24,999, the $20,000-$39,999 class was changed
to $25,000-549,999, and the $40,000-$99,999 class was changed to
$50,000-$99,999. Other sales classes reported in the 1987 Census re-
mained the same as those used in the NASS and ERS data series.
Economic Indicators of the Farm Sector: National Financial Sum-
mary, 1987 (ECIFS 7-1) estimates that farms in the less than $20,000
sales classes accounted for 5.2 percent of cash receipts from farm
product sales in 1987 and —0.3 percent of net cash income from
farming.



Figure 2
Sales class distribution of farms, by region
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Table 2—Distribution of farms by sales class

Sales class 1982 1987
Number
Less than $10,000 1,096,337 1,028,186
$10,000-$49,999 589,082 545,802
$50,000-$99,999 251,501 218,050
$100,000 or more 302,380 295,721
Total 2,240,976 2,087,759

Source: 1987 Census of Agriculture Advance Report.

farms in this size range fell by 12.5 percent and
accounted for over 40 percent of the total decline over
the period. The drop in the number of small commer-
cial farms continues previous trends. Farms in this size
range are generally too small to provide an adequate
level of family living when operated as full-time farm
units and too large to operate as part-time units in con-
junction with off-farm operator employment. Thus,
farm operators in this size range have a strong incentive
to either expand their farms to a stronger, larger size or
to contract to a size that can more readily be operated
on a part-time basis in conjunction with off-farm work.

About half of the 1982-87 absolute drop in farm num-
bers was accounted for by small noncommercial farms
(annual product sales of less than $25,000). However,
the rate of decline of these farms was less than half that
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of the small commercial farms. Noncommercial farms
increased between 1982 and 1987 from 64 to 65 percent
of all farms, while small commercial farms decreased
from 22 to 21 percent of all farms. Larger commercial
farms with $100,000 or more in annual product sales
remained at about 14 percent of all farms in both Cen-
sus years.

Number of acres is another commonly used measure of
farm size. Like the sales class distribution, the distribu-
tion of farms by acreage is skewed toward the lower end
of the size spectrum; that is, there are more small
farms. Nearly 60 percent of all U.S. farms had less than
50 acres in 1987, according to the 1987 Census of Agri-
culture Advance Report. Fewer than 20 percent of all
farms had 500 or more acres. The number of farms
with 50-500 acres dropped by more than 115,000 be-
tween 1982 and 1987, accounting for 75 percent of the
total drop in the number of farms. The number of
farms of 10-50 acres also dropped significantly,
accounting for nearly 25 percent of the 1982-87 farm
number drop. The number of farms with less than 10
acres and with 500-999 acres declined slightly, while the
number of farms with 1,000 or more acres increased
slightly.

The changes in the acreage and sales class distributions
in the 1980’s together illustrate an emerging dual struc-
ture in U.S. agriculture. Both size measures show that



the decline in farm numbers was concentrated in the
middle of the farm size distribution, with much lower
rates of decline among small and large farms. Both
small noncommercial farms and large commercial farms
are increasing as a proportion of all farms.

Several factors explain this change in farm size distribu-
tion. Foremost, technological advances over the past
few decades have greatly enhanced labor productivity.
Technology has encouraged farm expansion because
larger operations are necessary to provide full-time em-
ployment for farm operators. A second major reason is
farmers’ desire to achieve income levels and standards
of living equivalent to those of persons employed in the
nonfarm sectors of the economy. This desire has led to
both growth at the high end of the size spectrum and
reduction in farm size at the low end. Farm operators
who want to farm full-time may have to expand to
achieve their desired income level. Others may find it
more advantageous to contract their farming operation
to a size compatible with full-time off-farm employ-
ment. The net result of these structural forces is a con-
tinuing decline in small, commercial-size farms as a
proportion of all farms.

Figure 3
Land values dropped significantly during 1982-87, but have improved since

Farm Financial Conditions in the 1980’s

The 1980’s was a turbulent decade for the U.S. farm
sector. Following the agricultural boom of the 1970’s,
fueled largely by export expansion, the early to mid-
1980’s saw declining farm exports, dramatic declines in
farm asset values, particularly land values, and falling
farm incomes. Land values in 1988 had fallen to only
one-half those in 1982 in the Corn Belt and Lake States
(fig. 3). Land values in the Northern Plains and Delta
States averaged over 40-percent lower in 1988 compared
with 1982. Average farm household incomes remained
below the average income of all U.S. households from
1979 to 1985 (fig. 4). Many farmers, particularly those
who had started farming or pursued a strategy of debt-
financed expansion during the 1970’s, found themselves
in severe financial stress through much of the 1980’s
because of declining assets and income.

Signs of recovery from the farm recession began to ap-
pear by late 1986 and continued in 1987 and 1988.
Farm asset values stabilized by the end of 1987. How-
ever, the 1987 value of farm assets, $691 billion, was
just over half the peak 1980 value of $1,286 billion (in

Top number: Percentage change during 1987-89
Bottom number: Percentage change during 1982-87
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Figure 4

Farm operator household income compared with U.S. average
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Table 3—Farm operator households by financial
category '

Financial category

Year Maraqi i
2 arginal Marginal 5
Favorable income ®  solvency * Vulnerable
Percent

1984 41.4 39.6 6.9 12.1
1985 45.4 33.3 10.1 11.2
1986 47.4 31.0 11.1 10.5
1987 51.7 33.4 8.1 6.8
1988 49.1 37.3 6. 7.0

! Based on net cash household income which considers all
sources of income and expenses accruing to the farm operator
household. Data are as of January 1 of year shown.

2 Favorable: Positive income and a debt/asset ratio less than 40
percent.

3 Marginal income: Low debt but negative income.

* Marginal solvency: High debt (debt/asset ratio greater than 40
percent) and positive income.

5 Vulnerable: High debt and negative income.

Source: M. Morehart, J. Johnson, and D. Banker, Financial
Characteristics of U.S. Farms, January 1, 1989, AIB-569, U.S. Dept.
Agr., Econ. Res. Serv., July 1989.

1982 constant dollars). Real net cash farm income at
$48.5 billion in 1987 had recovered to its mid-1970’s
level. The improved financial conditions are reflected in
an increase in the percentage of farm operator house-
holds in the strongest financial condition from 1985 to

12

75 80 85

1988 and a reduction in the percentage of those finan-
cially vulnerable (table 3).

Continued improvement in farm asset values and stable
net cash farm income in 1988, coupled with forecasts of
improved farm financial conditions for 1989, indicate
that the farm sector will enter the 1990’s in a much
stronger financial position than in the mid-1980’s.

Debt reduction by farmers, a massive infusion of Fed-
eral support to maintain farm income levels, and, more
recently, a recovery of export markets have all contrib-
uted to the strengthening financial condition of the
farm sector. Another contributing factor may be that
many of the farmers who were in the most precarious
financial condition during the earlier stages of the farm
recession have left farming.

Farm debt (including households) escalated rapidly
through the last half of the 1970’s and into the early
1980’s, peaking at $206.5 billion in 1983 (fig. 5). From
1975 through 1981, increased farm debt was supported
by rising farm asset values, so that the sector’s debt/
asset ratio remained relatively stable at about 16 per-
cent. After 1981, farm asset values, led by real estate,
began to decline, partly because of the increased value
of the U.S. dollar in international money markets and
macroeconomic policies designed to control inflation.
By 1986, the value of total farm assets had dropped by



nearly 30 percent from the 1981 peak, while the aggre-
gate value of farm real estate in 1986 was 35 percent
below the 1981 level. Farm liabilities exceeded the 1981
level through 1984. The sector’s aggregate debt/asset
ratio increased, peaking at 22.2 percent in 1985. Total
farm operator equity steadily declined from 1980
through 1986. Operator equity per farm fell from
$380,000 in 1980 to $281,000 in 1986, a drop of 26
percent.

During the latter half of the 1980’s, farm asset values
began to stabilize while farm debt fell significantly.
These improvements resulted from more favorable do-
mestic and international economic conditions and from
a major restructuring of farm debt in which loans were
either paid off, refinanced, or written off. By the end
of 1988, the sector’s debt/asset ratio had fallen to 17
percent. This ratio was a significant improvement from
1985, but still well above the 1970°s levels. However, the
stabilization and subsequent turnaround of farm asset
values and reduced debt burden have increased operator
equity and strengthened the sector’s financial outlook.

Federal income support to farmers (direct Government
payments plus Commodity Credit Corporation net
loans) peaked at $20 billion in 1986 and provided criti-
cal aid to the farm sector in weathering the mid-1980’s
farm financial problems. The value of direct Govern-
ment payments alone to farmers was $16.7 billion in
1987, more than four times higher than the average of

Figure 5

Farm sector assets, debt, equity, and debt/asset ratio’
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the late 1970’s and early 1980°s. Federal payments to
farmers accounted for 10-13 percent of gross cash farm
income for 1985-87, compared with a historical average
of about 5-6 percent.

Expanding export markets were a leading factor behind
the agricultural expansion of the 1970’s. The value of
farm product exports increased from $8.1 billion in
1972 to $43.8 billion in 1981. The value of agricultural
exports fell by 40 percent from 1981 through 1986,
reaching a low of $26.3 billion as economic conditions
that fueled the earlier export growth reversed course.
More favorable exchange rates, improved international
economic conditions, and the export enhancement pro-
gram (EEP) increased farm product exports in 1987 and
again in 1988, both in value and volume. The volume
of U.S. agricultural exports may have fallen slightly in
1989, largely because of drought-reduced 1988 produc-
tion of major export commodities, but higher prices
should boost export value by about $2.7 billion above
1988. Favorable exchange rates and relatively strong
world economic growth will continue to strengthen U.S.
agricultural exports.

Farming-Dependent Areas

Farming-dependent counties were severely affected by
the 1980’s farm financial recession, because they tend
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Figure 6

Farming-dependent counties, 1980-84 (614 counties)

. Farming-dependent counties: Farming generated at least 20 percent of the county's total earnings

. Farming-important counties: Farming generated 10-19 percent of the county’s total earnings
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to produce commodities such as cash grains that are
most susceptible to fluctuations in international trade
and because they lack the industrial diversification to
stabilize their economies in the face of adverse
economic conditions on the farm. There were 514
farming-dependent counties in the contiguous United
States during 1980-84 (fig. 6). These are counties in
which farming generated at least 20 percent of total la-
bor and proprietors’ income during 1980-84. Most are
concentrated in the western Corn Belt and Great Plains
States.

Farming-dependent counties differ from other counties
in several respects (table 4). They are sparsely populated
and have had very low population growth during the
1970’s and early 1980’s in relation to all U.S. counties.
These counties offer relatively fewer opportunities for
off-farm work as reflected by the substantially higher
proportion of farm operators reporting farming as their
major occupation. Because of fewer alternative oppor-
tunities for farm operator household’s labor, house-
holds have incentives to expand their farms to achieve
fuller employment and higher income. Farms are larger
in farming-dependent areas than in all U.S. counties.
This relatively large farm structure partly explains why
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Not-farming—dependent counties: Farming generated up to 10 percent of the county's total earnings

per capita income levels in farming-dependent counties
are high in relation to all counties. Farmers in these
counties are more likely to grow Federal farm program
commodities and, thus, rely more on Government sup-
port than farmers in other areas. Only 16 percent of
farms and 23 percent of agricultural sales were in
farming-dependent counties, but they received 33 per-
cent of all direct Government payments to farmers in
1986. Farm commodity programs are, therefore, an im-
portant source of income to farming-dependent coun-
ties. Without Government programs, eConomic stress
would have been much higher in these counties during
the mid-1980’s.

Farm operator households are more likely to be finan-
cially vulnerable when their county’s economy depends
on farming. The more a community relies on farming
for economic activity, the more the community’s land
values are influenced by the returns to farming rather
than by nonfarm business, residential, or recreational
uses. Farmland owners in farming-dependent counties
bore the brunt of asset value declines that hurt the
farming sector during the mid-1980’s. The strengthen-
ing of farm financial conditions during the latter part
of the 1980’s will likely stabilize economic conditions in



Table 4—Selected characteristics of farming- For additional reading . . .
dependent counties and all counties '
Ahearn, Mary, Susan Bentley, and Thomas Carlin.
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Dept. Agr., Econ. Res. Serv., Aug. 1988.
Numbe .
umboer Brooks, Nora L., and Donn A. Reimund. Where Do
Number of counties, 1980-84 514 3,069 Farm Households Earn Their Incomes? AIB-560. U.S,
Average population, 1985 9,957 77,290 Dept. Agr., Econ. Res. Serv., Feb. 1989.
Dollars .
Krause, Kenneth R. Corporate Farming, 1969-82.
Average per capita income, 1984 11,182 10,680 AER-578. U.S. Dept. Agr., Econ. Res. Serv., Dec.
Net cash income per farm, 1986 28,955 16,115 1987
Percent . .
U.S. Department of Agriculture, Economic Research
Eg;ggm:gg g; ;g:mssales ;g }88 Service. Economic Indicators of the Farm Sector: Na-
& tional Financial Summary, 1987. ECIFS 7-1. Oct. 1988.
Sales class of farm, 1986:
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$10’0,000_$2a9,999 52 13 Sector: Farm Sector Review, 1987. ECIFS 7-4. Apr.
$250,000 and more 8 5 1989.
Farming as percentage of U.S. Department of Commerce, Bureau of the Census.
operator's major occupation 76 i 1982 Census of Agriculture. Vol. 1, Part 51. Oct. 1984.
Percentage of direct )
Government payments, 1986 33 100 . 1987 Census of Agriculture Advance
' Excludes Alaska and Hawaii. Reports. 1989.

Source: M. Ahearn, S. Bentley, and T. Carlin, Farm-Dependent
Counties and the Financial Well-Being of Farm Operator
Households, AlB-544, U.S. Dept. Agr.,, Econ. Res. Serv., Aug.
1988.

farming-dependent counties. However, because the total
number of farms will continue to decline into the
1990’s, many farming-dependent counties face poor
prospects for population growth unless they diversify
their economic base with nonfarm activity.
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Federal Commodity Programs

Thomas A. Carlin*

Ever since farm program legislation was developed in
the 1930’s, the Federal Government has sought to im-
prove the economic well-being of farmers. The present
framework of programs emerged during a severe depres-
sion throughout a farm sector that was substantially
less heterogeneous than today. One in four persons lived
on farms. Thus, Government efforts to improve the in-
come of the farm population would help reduce the na-
tional poverty problem. The theory behind almost all
commodity programs developed over the last 50 years
has been to raise farm commodity prices, thereby in-
creasing total revenue to farmers, resulting in higher
farm incomes. The complex set of commodity programs
that has evolved transfers income from consumers and
taxpayers to farmers. These transfers take the form of
higher prices for food, direct Government payments to
farmers, and Government purchase, storage, and dispo-
sition of commodities. Public sector intervention into
farm commodity markets on behalf of farmers is not
unique to the United States. All major industrial coun-
tries have farm price support systems.

With few exceptions, the farming sector throughout the
last five decades has faced a chronic problem of excess
production capacity with Government-supported prices.
A small rise/fall in the supply of most farm commodi-
ties in the domestic market translates into relatively
large declines/increases in market prices. When the
Government supports commodity prices above the levels
that would otherwise prevail in the marketplace, pro-
ducers are encouraged to grow more of the commodity
than can be sold at the higher price. Because farmers
have relatively little market power, the primary task of
removing excess production falls to the public sector.
The Government has had to purchase and dispose of
excess farm production. As Government costs to pur-
chase, store, and dispose of the surplus increased, policy-
makers began to search for ways to lower Government
budget exposure while achieving the farm policy goal of
income support.

* The author is an agricultural economist in the Agriculture and
Rural Economy Division, Economic Research Service, U.S. Depart-
ment of Agriculture,

The Federal Government has used a variety of
approaches over the years to manage surplus produc-
tion. Early programs used mandatory acreage controls
or marketing quotas where farmers, to be eligible for
Federal price support, could grow only a certain acreage
or amount of a crop. Later, direct payments were used
to enable market prices to fall to world price levels and
mandatory controls were replaced with voluntary acre-
age reduction programs. More recently, payment-in-kind
(PIK) and generic commodity certificates have been
used to compensate farmers for reducing production
while reducing Government costs.

Marketing orders are generally used for perishable com-
modities such as fruit, vegetables, and dairy products.
Some marketing orders manage the production of a
commodity and direct some for export, storage, or proc-
essing to maintain prices and revenue. Others use classi-
fied pricing where producers receive higher prices for
supplies that go to premium uses and lower prices for
the balance of the output. In the dairy sector, for exam-
ple, producers receive a higher price for milk for fluid
uses than for milk for cheese or other uses. Import re-
strictions are also used for commodities such as dairy
and sugar to limit supply and raise domestic prices
while preventing import substitution by consumers.

Import quotas, production quotas, or acreage allot-
ments have been established to control the supply of
sugarcane, sugar beets, peanuts, and tobacco. Federal
marketing orders have been developed to indirectly raise
grower prices and incomes by controlling product qual-
ity, the quantity marketed, or selling conditions. These
industry self-regulation programs apply to producers of
certain fruits, vegetables, tree nuts, and specialty crops.

A system of price supports and supply management
programs has been developed for major field crops such
as wheat, feed grains, and cotton. These programs are
the primary focus of this section.

Since 1977, the price support/supply management sys-
tem for major grains and cotton has focused on the
relationship of three factors: target prices, loan rates,
and market prices (fig. 7). The market price refers to

17



Figure 7

Market prices for corn have been below target prices

Dollars per bushel

35
Target price
————
”
. ”~
Loan rate
S n ra -,
N /
2 F N o
¥ ———
Season average market price ™ -~ g
.
15+ w
1 L.
0.5
a I ] 1 i 1 i 1
1980 81 82 83 as 86 a7 a8

the price that a commodity is trading for in open com-
modity markets. Target prices are established by law
and executive order and represent a commodity price
that would achieve specified income goals. The loan
rates are established by law and regulation and represent
a price floor for a commodity. The target price is typi-
cally higher than the loan rate and, in recent years, has
been higher than the market price. If the market price
falls below the loan rate, the Federal Government ac-
quires the crop produced by participants through a
mechanism referred to as a nonrecourse loan. The Fed-
eral Government gives the farmer a loan based on the
value of the crop offered as collateral. The value of the
crop is determined by the loan rate. If the producer
chooses not to redeem the loan, the Government keeps
the crop without recourse to the farmer. A quasi-
independent Federal agency, the Commodity Credit
Corporation (CCC), manages the nonrecourse loan
program.

When market prices are below the target price, the Fed-
eral Government will give participating farmers a direct
payment, called a deficiency payment, for the difference
between the target price and the loan rate or market
price, whichever is higher. Total Federal Government
costs, aside from administration, include the direct pay-
ment plus net purchases of commodities by the CCC.
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Farmers who participate in these programs are often
required to idle farmland to help reduce surplus grain
stocks during periods when the market price is below
the target price. One inherent characteristic of these
programs since the 1930’s is that the amount of support
or benefit any one producer receives is directly related
to the quantity produced by the farmer. This character-
istic is cited often in public debates over targeting farm
programs to argue that farm commodity programs en-
courage the trend toward fewer and larger farms.

Other debates over the structure of the farm commodity
programs over the last five decades have usually focused
on the extent to which the programs should be market-
oriented. When market prices exceed target prices, these
debates are pointless because the entire system is
market-oriented. The effective prices received by farm-
ers are determined by the market. During these periods,
policy officials often view raising target prices as cost-
less to the Federal taxpayer, but such actions can lead to
budget problems when market prices fall. When market
prices are below target prices, and especially when mar-
ket prices are below loan rates, commodity prices are
determined entirely by Government policy and Federal
spending increases. Decisions about how the programs
are managed are ultimately related to the taxpayer’s
willingness to provide transfers to the farm sector.



Lower Commodity Support Prices Spur
Exports, Reduce Federal Costs

High CCC loan rates under the 1981 farm legislation,
coupled with the rising value of the U.S. dollar, contrib-
uted to a decline in U.S. farm export volume after 1982
and a buildup of crop inventories. The United States
had essentially priced itself out of world markets.
Growing commodity inventories were of particular con-
cern to Government officials and to farmers specializing
in cash grains and cotton. Both officials and farm
groups realized that rising Federal farm program costs
and growing crop inventories could not be sustained
indefinitely, particularly in light of growing Federal
budget problems (figs. 8 and 9). They saw a need for
comm